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Gentlemen: 

EIN: # ********** 

We have considerecl your application for exanption fr- Federal income t n x  
as an organization described in section 501 (c) ( 3 ) of the Internal Revenue 
C d e  of 1954. 

You were formed under a constitution and Dy-raws on*********** ***1. 

Your asnociation's purpose is stated in ~rkicle I Section 1 of its Constitution 
and By-laws. That provision reads as follws: 

f 

"The prinury purpsc ... is wholly charitable and educational and 
intends t.o bring together people to provide an on-going oprmrtu- 
nity for personal g r m  and developrent. " 

Your associ.ation is a nmnlxrship organ.i.zation. Wtic1.e 1.1 of your Constitution 
and By-Jaws provides for i~xmbersl~ip. 

Article VII Section 2.C. of your Constitution and By-Laws provides for a 
"social mmittee" . That provi.sion reads as follaws : 

"The social camittee shall m k e  arrangmts for the propr 
reception and int-reduction of guests. They shall he respn- 
sihle for all social gatherings of the Association and assist 
in food catering functic,ils. " 

Your ass~xiation's purposes and activities are sumrized in Form 1023, 
Part 111-3. The s m r y  reads, in prt, as follaws: 

"1. The internal organization of the cxmnunity 
a. providing ways in which members have contact with 

each other. ..There are stated meetings for ... teaching 
and >raining, social times. " 

"c. an ongoing developnt of family within the organization . . . I 1  

"2. The production workshops." 

In a letter dated**************** we requested additional information ahout 
your operation so we could determine your proper tax exanpt stat~s. YOU 
responded to that request on******************2. 



******

\$s asked you to  d e s c r h  t h e  socia l  and recreali,onal a c t i v i t i e s  that you 
sponsor f o r  your mbrs .  You responcled, in part, as folluvs: 

''Activities include gathings for coffee, gatherings f o r  wine 
and cheese,. . .Carrp?ing out a t  a seite park (wcckerxl). " 

t* asked you t o  oxplain an i t e m  that appeared i n  your props& budget, 
"cantractors '  fees". You respnded as follaws: 

" r e f e r s  t o  mount paid t o  i n d e w d e n t  contractor - w ~ ~ e y  
paid f o r  corlductifig worksi~op. " 

We a s k c -  you t o  orplain hug the  amunt  of those fees ~ m u l d  be dctcrmi.nm1. you 
responcld, in prt, as follows: 

"Net (cjros* rtxci.pts Ercm vmrkshops less ex'&e~1ses ) j.s clividecl a!; 
fo1l.a-1s. .?** ?S t;o .i.nclepndent contractor.. .**% to  m y e r  of that; 
arm.. .*% t o  citicks m r d i n a t o r . "  

as gcnl is nctw?lly a set fm of $****** p r  b y .  Revenues, 
I n ~ v e r ,  no t  ye t  made t l u s  possible; cuxl so V E  are using this % 
systm i n  manti-me." 

fk aslcect i f  the  officers, d i rec to r s  'am3 &s of your organization ~ m l d  hc 
anpl o y d  as indepes~clc.nt co11t.t.-actors, You .resr~?ndcd as £01 1 ws : 

Section 501(c) of the Internal Revenue Code of 1954 d c s c r i k ~ s  ce r t a in  I 

~ r c j ~ m i z a t i o n s  e x q k  f ran i r ~ m  tcvr under sect ion 501 ( a )  mcl reads, i n  I 1 
px-t, a s  fol lavs:  ! 

" ( 3 )  Corporations, and  my ccmnunity chest,  fund, o r  founcbtion 
orgculized and operat& exclusively f o r  rel igious,  charitable, 
s c i e n t i f i c ,  t e s t ing  f o r  public safety,  l i t e r a r y ,  o r  educational 
pulposes, or Eor the  prevention of cruel ty  t o  chil.dren o r  
a ~ i n l ~ ~ l s ,  no pxt of the ne t  earnings of which inures ta 'che 
b a e f i t  of  my p r i v a b  s l u r ~ h o l d e r  o r  individual,  no substan- 
t i a l  part of ?he a c t i v i t i e s  of which is canying on propaganda, 
o r  otherwise at tanpthlg,  t o  i.nfluence legis la t ion ,  and which 
dces not  prrticipte i n ,  o r  intemene in ( jncluclj.ng the  
piJhlishing o r  d i s t r ibu t ing  of s ta tmts  ) , any p l . i t i m 1  
c;-iicjn on MmlE of tmy ~ c v - d i ~ t e  for public of fi.cle. " 

iiev . Rul. 66-179, 1966-1 C.B. 139 held that an organization that was o p c r a t d  1 
f o r  tduca t ioml  and socia l  purposes was not  e n t i t l e d  4x1 warp t ion  under 
IRC 501(c)(3) .  Social prpcses are not within the of IRC 501(c)(3) .  ~ 



***************** 

 he prohibition of inuranent means that the individuals who control an 
organization cannot pocket the organization's funds except 2s rcx~somhle 

for goods or servi.ccs. If the officers and directors of an 
organization are paid on a percentage of prof its basis the organization's 
earnings are inuring to those individuals. 

In EST of I-lawaii v. Ccmnissioner, 71 T.C. 1067 (1979) the cowt held that 
an organization that sponsored training, seninars, and lectures in the 
area of intrapersonal awareness that were conducted under licensing arrange- 
mmt with a for-profit corporat'-on was not entitled to exemption under 
U{C 501(c)(3). ~lthough the organization's activities were educationnl 
in nature, it served the ccarrnercial purposes of the for-profit corporation. 

In B.irminghcm ;='cisiness Collcye, Inc., 276 F.2d. 476 (5th Cir. 1960) the 
court held *t L~uranent m y  h k c  the form of twcx~sonable rompensation. 

Your corporation sponsors social and recreational activit-ies for the knefit 
of its mnlxxs. You have statcx3 that your purpse i.s in part social. 
Social purpscs are kyond the scope of IRC 501(c)(3). 

Your officers, directors and makers will be anployecl by your organization 
as indep~dmt contractors. These indivi.dl.ials are currently paid on a 
~ r c e n ~ g c  of profits 1xsi.s. This basis constitutes inurmt . 
You have stilted that in the future you how to pay yuur indepclent 
contractors at B rate of $******** per day. This rate of ampensation 
.is clearly ~mr~ason~able, based on available infomition, and constitutes 
inurement. 

Wc have therefore concluded that you are not entitled to ucqtion 
fran Federal inam? tax as an organization described in section 501(c)(3) 
of the Code or any other section-of the M e .  

~ontributions made to you are not deductible by donors as charitable con- 
tributions as defined in section 170(c) of the Code. 

If you are not in aqecmcnt w i t h  this propsd detfmination, we recomncnd 
tliat you request a hexing with ow: office of Regional Director of A w l s .  
Your request for a hearing should L~clucle a written a w l  giving the facts, 
law, and any other informqtion to supprt your position as explained in the 
enclosed Publication 892. You will then he contacted to arrange a date for 
a hearing. The hearing m y  be held at the office. of Regional Director of 
~ppeals or, if you request, at a mutually convenient District Office. A 
self-addressed envelope is enclosed. 



**** ************** 

I f  you a-e in a g r m t  with t h i s  propsed determination, we recamend tha t  
you sign tile encloscd Consent to Proposed Pdver-se Action (Form 6018), noting 
i n  particular the signature instructions on the back of the form. 

If we do not hear £ran you within 30 days fran the date of this letter, and 
you do not protest t h i s  proposed determiration in  a t h l y  manner, it will 
be considered by the Internal Revenue service as a '  fai lure to exhaust avail- 
able acbninistrative remedies and w i l l  then becxlne our final  d e t d m t i c n l .  
Section 7428 (b ) ( 2 ) of the Internal Revenue Code prwides h part that ,  "A 
declaratory judgamt  c;i decree under th is  section shall not be issued i n  
any proceedj.ng w ~ l e s s  the Tax Court, the C m r t  of C l a i r m ,  or  the district 
court of the Uni ted  States for  the D i s t r i c t  of Columbia determines that the 
organization :i.nvolved has exhausted administrative remedies available to it 
within the I n  t c n ~ a l  Revenue Service. " 

The appropriatc state of f ic ia l s  w i l l  be notified of t h i s  action a s  r a p i r e d  
hy section 6104(c )  of the Cde, i f  and when this beccmcs our f inal  d e t d -  
nation. 

You are required t o  f i l e  incarvl tax returns annually w i t h  your District 
Director. 

~h;uik you for your coopa t ion .  

V q  Truly yours, 

D i s t r i c t  Direct..r 

m c l  osure : 
Form 6018 
Pub. 892 
Envelope 


